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86-2.17 Allowable c o s t s .  (a) To be considered as allowable I n  determining 

reimbursement rates, costs
shall be properly chargeableto necessary patient care 

Except as otherwise provided in this Subpart, or in accordance with specific 

determination by the conmissioner, allowable costs shall be determined by the ' A 

application of the principles of reimbursement developed for determining payments 

under title XVIII  of the Federal Social Security Act (Medicare) program. 

(b) Allowable cost shall include a monetary value assigned
to services provided 

by religious orders and for services rendered by an owner and operator of a 

residential health care facility. 

(c) Allowable costs may not include amounts in excess of reasonable or maximum 

title XVIII of the Federal Social Security Act (Medicare) costs orin excess of 

customary charges to the general public. For purposes of this determination, 

customary charges to the general public shall equal an average of the applicable 

charges weighted by patient days. This provision shall not applyt o  services 

furnished by public providers free of chargeor at a nominal fee. 

(d) Allowable costs shallnot include expenses or portions of expenses reported 

by individual residential health care facilities which are determined by the 

commissioner not to be reasonably related t o  the efficient productionof service 

because of either the natureor amount of the particular item. 


(e) Any general ceilings applied by the conmissioner, as to allowable costs 


in the computation of reimbursement rates, shall be publishedin a hospital 


memorandum or other appropriate manner. 
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( f )  Allowable costs shall not include costs not properlyrelated to 

patient care o r  treatment which principally afford diversion, entertainment or 

amusement t o  owners, operators o r  employees o f  residential health care 

facilities. 


( 9 )  Allowable costs shall n o t  include any interest chargedrelated to 

rate determination o r  penalty imposed by governmental agences or courts, and 

the costs of policies obtained solely to insure against theimposition o f  such 

a penalty. 


(h) Allowable costs shall not include the directoro r  ndirect costs of  

advertising, public relations or promotion except i n  those instances where the 

advertising is specifically related to the operation of the residential health 

care facility and notf o r  the purpose o f  attracting patients. 

(i) Allowable costs shall not include costs of contributions o r  other 

payments to political parties, candidates o r  organizations. 

(j) Allowable costs shall include only that portion o f  the dues paid to 

any professional association which has been demonstrated, to the satisfaction 


of the commissioner, to be allocable to expenditures other thanf o r  public 

relations, advertising o r  political contributions. Any such costs shall also 

be subject t o  any cost ceilings that maybe promulgated by the commissioner. 

( k j  Allowable costs shall n o t  include any element of c o s t s  a s  determined 

-.,i 
care facil 
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( 1 )  Allowable costs shall no t  include the interest paid to a lender 

related through control, ownership, affiliation o r  personal relationship to 

the borrower, except in instances where the prior approval o f  the Commissioner 

o f  Health has been obtained. 

(m) Allowable costs shall be reduced by income earned f o r  Medicare part B 

eligible services to the extent that Medicaid has paid 
f o r  these services. 

(n) Allowable costs shall include any fee assessed by the commissioner on 

a residential health care facility, f o r  the purpose o f  providing revenue f o r  

the account established pursuant to chapter 1021 o f  the Laws o f  1981. The 

reimbursement rate f o r  a facility shall reflect the cost o f  the annual fee 

prior to collection of  the fee t h rough  the rate o f  reimbursement. 

. 

I 
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86-2-10 Recoveries of  expense. (a) Operating costs shall be reduced by the 

costs o f  services and activities which are not properly chargeable to patient 

care. In the event that the State Commissionero f  Health determines that it 

i s  not practical to establish the costsof such services and activities, the 

income derived therefrom may be substitutedfor  costs of  these services and 

( 1 )  Drugs and supplies sold to other can employees for use outside 

the residential health care facility; 

(2) telephone and telegraph services for which a charge is made; 

( 3 )  discount on purchases; 

( 4 )  living quarters rented t o  persons other than employees; 

( 5 )  meals provided t o  special nurses or patients' guests; 

( 6 )  operation o f  parking facilities for community convenience; 

( ? )  lease o f  office and other space o f  concessionaires providing 

services not related to residential health are facility service; and 


(8) tuitions and other payments f o r  educational service, room and 

board and other services not directly related to residential health care 

facility service. 

( b )  Operating costs shall be reduced by the actual revenue received From 

services and activities which are provided t o  employees at less than cost, a s  

a from of fringe benefit. Examples o f  activities and services covered by  t h i s  

provision include: 

( 1 )  drugs and supplies sold Or Provided to employees; 

( 2 )  living quarters rented or Provided t o  employees; and 

3 

3 
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86-2.19 Depreciation for voluntary and public residential health 


care facilities. (a) Reported depreciation based
on approved historical cost 

of buildings, fixed equipment and capital improvements thereto is recognized 

as a proper element of cost for voluntary and public residential health care 


facilities. Useful lives shall be the higher of the reported useful life or 

those useful lives from the most recent edition of Estimated Useful Lives of 


Depreciable Hospital Assets, American Hospital Association. 

(b) In the computation
of rates effective for voluntary 


residential healthcare facilities, depreciation shall be included on
a 


straight line method of plant and nonmovable equipment. Depreciation shall be 

funded unless the Commissioner
of Health shall have determined, upon 


application by the residential health care facility, and after inviting 


written comments from interested parties, that the requested waiver of the 


requirements for funding is a matter of public interest and necessity. fn 

instances where funding is required, such fund may be used only �or capital 

expenditures with approval as required for the amortization of capital 


indebtedness. Funding for plant and fixed equipment shall mean that the 

of the
transfer of monies to the funded accounts shall occur by the endfiscal 


period in which the depreciation is recorded. Board-designated funds and the 

accrual of liabilities to the funded depreciation accounts (due to/from 


accounts) shall not be recognized as funding of depreciation. Deposits to the 

funded depreciation accounts must remain in such accounts to be considered as 


which
valid funding transactions unless expanded for the purpose forit was 
funded. 

(c) In the computation of rates for public residential health care 
onfacilities, depreciation is to be includeda straight line method on plant 


and nonmovable equipment. 

(d) Residential health care facilities financed by mortgage loans 


pursuant to the Nursing Home Companies Law or the Hospital Mortgage Loan 
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of depreciation and interest, on the loan-financed portion of the facilities the State 
Commissioner of Health shall allow debt service on the mortgage loan as set forth in the mortgage 
prepayment schedule computed by themedical Care Facilities Finance Agency, together with such 
required fixed charges, sinking funds and reserves as may be determined by the Commissioner as 
necessary to assure repayment of the mortgage indebtedness. Such mortgage repayment schedule 
may allow for the accelerated repayment of the soft costs, including, but not limited to, mortgage 
and bone insurance costs, start-up operating costs, underwriter discounts, government agency fees 
and investment contract fees, included in the approved total project cost. 

(2) Effective January 1, 1995 for facilities in an initial period of operation, facilities 
which have approved discrete units servingspecialty populations as defined in paragraphs (5),(6), 
(7) and (8)of section 86-2.15(b) of this Subpart, which serve AIDS residents, long term ventilator 
dependent residents, residents requiring behavioral interventions in specializedprograms or 
traumatic brain injured residents who receive long term inpatient rehabilitation, respectively shall 
be reimbursed for certain capital expenditures requiring a cash outlay as follows: 

(i) Debt service amortization and interest, property insurance and SONYMA annual 
fees shall be divided by an estimate of patient days in the calculation of the capital component of 
the specialty population unit rate that is promulgated for the initial period of operation. 

(a) An estimate of patient days shall be determined by the department based on a 
reasonable projection of utilization during the initial period of operation. The reasonable projection 
of utilization shall be based on prior initial utilization of similarly situated facilities, and information 
that may have been submitted to the department by the facility as to the anticipated demand for the 
service. 
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force and effect as though such sale, lease
or other realty transaction has 
not occurred. 

( 2 )  A lease witha related organization described insubdivisions 

of section86-2.26 of this subpart shall be deemed
(a) or (d) to be a non-arms 

length lease. 
( 3 )  Any capital expenditures associated withnon-arms length 


leases shall be approved and certified to if required under the
RHCF 

Certificate of Need process.In the computation of reimbursement fornon-arms 


length leases, the capital cost shall be included
in allowable costsonly to 


theextendoesnotexceedtheamountwhichthefacilitywould 
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( i i )  T h ep u r c h a s e rm u s ta s s u m et h es e l l e r ' sr e m a i n i n gm o r t g a g er e p a y m e n t  

s c h e d u l ea tt h ea s s o c i a t e df i x e dr a t e  o f  i n t e r e s t .  
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(iii)The d i f f e r e n c eb e t w e e nt h eu n p a i dp r i n c i p a lb a l a n c eo f  

t h es e l l e r ' sm o r t g a g e( f i r s tm o r t g a g e )a n dt h eM e d i c a i d - a l l o w a b l e  

t r a n s f e rp r i c em u s tb eg e n e r a t e de i t h e rf r o ms e c o n dm o r t g a g ep r o c e e d s  

o r  c o n t r i b u t e d  e q u i t y  c a p i t a l  o r  b o t h .  

( i v )  The annualamount o f  a l l o w a b l ei n t e r e s te x p e n s ei n c u r r e d  

as d e s c r i b e d  i n  s e c t i o n8 6 - 2 . 2 0  o f  t h i sS u b p a r tu n d e rt e r m s  o f  t h e  

f i r s t  a n ds e c o n dm o r t g a g e ,p l u st h ea n n u a lp r i n c i p a ld e b t  

a m o r t i z a t i o n ,  e x c l u s i v e  o f  t h a t  p o r t i o n  a t t r i b u t a b l e  t o  t h e  

a c q u i s i t i o n  o f  l a n dm u s tb el e s st h a nt h a tw h i c hw o u l do t h e r w i s eb e  

r e i m b u r s e dp u r s u a n tt os u b d i v i s i o n( a )o ft h i ss e c t i o na n ds e c t i o n  

8 6 - 2 . 2 0o ft h i sS u b p a r t  i f  noassumpt ion  of t h ee x i s t i n g  f i r s t  

mor tgagewere  made. ( T h i sc o m p a r i s o nh e r e i n a f t e rr e f e r r e dt oa st h e  

c o m p a r a t i v ea n a l y s i st e s t . )  

( v )  F o r  p u r p o s e so ft h i ss u b d i v i s i o n ,t h el o a n - f i n a n c e dp o r t i o n  

o f  t h eM e d i c a i d - a l l o w a b l et r a n s f e rp r i c es h a l lb e h e l dc o n s t a n ta n d  

t h ec o m p a r a t i v ea n a l y s i s  t e s t  s h a l lb ea p p l i e dt oe a c hy e a r  o f  t h e  

e f f e c t i v et e r m  o f  t h e  f i r s t  a n ds e c o n dm o r t g a g e s .E q u i t yc a p i t a l  

will be c o n s i d e r e d  a s  f i rst  a p p l y i n gt ot h ea c q u i s i t i o n  of t h el a n d ,  

t h e nt ot h ea c q u i s i t i o n  o f  t h eb u i l d i n g .I ni n s t a n c e sw h e r em o r e  

t h a no n e  facility is i n v o l v e di nt h et r a n s a c t i o n ,t h ef a c i l i t i e s  may 

becombined f o r  Purposesof  t h e  C o m p a r a t i v ea n a l y s i st e s t .  

( 2 )  Q u a l i f y i n gf a c i l i t i e s\ h a l l  b er e i m b u r s e dp r i n c i p a ld e b t  

a m o r t i z a t i o n ,i n t e r e s ta n dr e t u r no ne q u i t yi nt h ef o l l o w i n gm a n n e r :  
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(i) Principal debt amortization. In each year, during the 

effective term of the mortgage, the capital cost component of the 


rate shall include a payment factor sufficient to reimburse the 


principal debt amortization componento f  the allowable portion of the 

mortgage, with the exceptionof that portion of  the indebtedness 

which i s  attributable to the acquisitionof the land. 

(ii) Interest. The capital cost component shall include a 

payment factor sufficient to reimburse interest associated with the 

allowable portion of the mortgage ata rate which the commissioner 


f i n d s  to be reasonable and i s  in accordance with the provisionsof 

section 86-2.20 of this Subpart. 

( i i i )  Return o f  equity. The equity portion of the 

Medicaid-allowable transfer price, except f o r  that portion which is 

attributable to the acquisition of the land, shall be reimbursed in 

equal annual amounts beginning in the first year following the 

expiration of the term o f  the mortgages over the remaininguseful 

facility life. 

. 

Fb - Jf 

Y--


